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Debra Logan, Corporate Director 
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Dear Ms. Logan 

Enclosed are two copies of the U.S. Departmentof Health and Human Services(HHS), Office of 
InspectorGeneral, Office of Audit Services' report titled "Audit of Medicare Payments Made to 
PacifiCare of California for Medicaid Special StatusBeneficiaries for the Period January 1, 1995 
Through December31,1998." 

Final determinations as to actions taken on all mattersreported will be made by the HHS office 
named below. We requestthat you respondto that office within 30 days from the date of this 
letter. Your responseshould present anycomments or additional information that you believe 
may have a bearing on the final determination. 

In accordancewith the principles of the Freedomof Information Act, 5 V.S.C. 552, as amended 
by Public Law 104-231,Office of Inspector General, Office of Audit Services' reports are made 
available to members of the public to the extent information contained therein is not subject to 
exemptions in the Act. (See45 CFR Part 5.) As such, within 10businessdays after the final 
report is issued, it will be posted on the world wide web at http://www.hhs.gov/progorgioig. 

To facilitate identification, please refer to Common Identification Number (CIN) A-09-00-00 I 03 
in all correspondencerelating to this report. 

f/ 

Sincerely, 

~(Q{.,:1~~
Lori A. Ahlstrand 
Regional InspectorGeneral 

for Audit Services 
Enclosures 

Direct Reply to: 

Director, Office of Managed Care 
Health Care Financing Administration, HHS 
7500 Security Boulevard, Room 33-02-01 
Baltimore, Maryland 21244-1850 
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In accordance with the principles ofthe Freedom ofInformation Act, 5 V.S.C. 552, 
as amendedby Public Law 104-231, Office ofInspector General, Office ofAudit Services, 

reports are made available to members ofthepublic to the extent information contained 
therein is not subjectto exemptionsin theAct. (See45 CFR Part 5.) 

OAS FINDINGS AND OPINIONS 

The designation offinancial or managementpractices as questionableor a recommendation 
for the disallowance ofcosts incurred or claimed as well as other conclusions and 

recommendationsin this report representthefindings and opinions ofthe HHS/OIG/OAS. Final 
determination on thesematters will be madeby authorized officials of the HHS divisions. 
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DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector Genera! 

Office of Audit Services 

Region IX 
50 United Nations Plaza, Room 171 
San Francisco, CA 94102 

CIN: A-O9-00-00103 

May23,2001 
Debra Logan, Corporate Director 
PacifiCare of California 
3120 West Lake CenterDrive 
SantaAna, California 92799-5186 

DearMs.Logan: 

This report provides you with the results of our audit of Medicare paymentsmadeto PacifiCare 
of California (PacifiC are) for beneficiaries classified as Medicaid special statusduring the period 
January 1, 1995 through December31, 1998. 

Medicare makesenhancedpaymentsto a health maintenanceorganization (HMO) for all 
beneficiaries who are enrolled in both Medicare and Medicaid; referred to as Medicaid special 
statusbeneficiaries. Statesmay pay the Part B premium (buy-in to Medicare) for its Medicaid 
beneficiaries who are Medicare eligible. We identified and reviewed 6,657 enhancedMedicare 
paymentsmadeto PacifiCare for 380 Medicaid special statusbeneficiaries who the State did not 
buy-in to Medicare during the audit period. Thesepaymentstotaled $5,178,167. We examined 
the Medicaid eligibility of eachof the 380 beneficiaries identified. We found that the payments 
included Medicare overpaymentsof $1,438,782 for memberswho were incorrectly classified as 
Medicaid special statusMedicare beneficiaries. 

The Health Care Financing Administration (HCFA) has an administrative policy limiting 
adjustmentson HMO paymentsto 3 yearspreceding the month in which notification was made 
of the need for an adjustment. Therefore, we are limiting our recommendationfor payment 
adjustmentsto the period that falls within HCFA's policy limits. We notified PacifiCare in the 
November 2000 draft report of the need for adjustments. Under HCFA's policy, adjustments can 
be made for 2,444 overpaymentsmade during the period of October 1997 through December 
1998. The adjustment for this period totals $720,858. 

We recommendthat PacifiCare coordinate with HCFA to refund $720,858 for the overpayments, 
identify and processadjustments for inappropriate Medicaid special statuspayments subsequent 
to our audit period, and ensurethe removal of incorrect indicators for Medicaid special status 
beneficiaries from HCFA's paymentsystem. PacifiCare did not dispute our audit finding and 
statedthat it relied on HCFA to provide the correct Medicaid status. PacifiCare also indicated 
that it would cooperatefully with any actions initiated by HCFA to meet our recommendations. 
PacifiCare's responseis included in its entirety in the APPENDIX to this report. 
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INTRODUCTION 

BACKGROUND 

PacifiCare is an HMO which is part of PacifiCare Health Systems,Inc.; a health care services 
companythat provides managedcare for employer groups and Medicare beneficiaries in nine 
statesand Guam serving over 3.5 million members(972,800 Medicare members). 
Approximately 2.2 million membersare served in California with almost 600,000 of those being 
Medicare members. 

An HMO is a legal entity that provides or arrangeshealth services for its enrollees. Under the 
Medicare program, HMOs contract with HCFA to provide health care servicesto beneficiaries. 
If a Medicare beneficiary enrolls with a contracting HMO, Medicare makesadvance monthly 
paymentsto the HMO for that beneficiary. The paymentsare adjusted by a setof risk factors 
suchas ageand gender. The rate is then increasedfor certain categoriesof beneficiaries. The 
Medicare beneficiaries who are also eligible for Medicaid are one of thesecategoriesand are 
referred to as Medicaid special statusbeneficiaries. 

Beneficiaries who are eligible for both Medicare and Medicaid benefits may have their Medicare 
premiums paid by the State undera State buy-in agreement. The buy-in agreementgives the 
Statethe option of paying the Medicare Part B premium for any classof Medicaid-eligible 
recipients it chooses. Paymentof the Part B premium by the Stateis recorded in the HCFA Third 
Party Master File (TPMF) which is usedto updatethe Enrollment Databasewith information on 
the statusof beneficiaries eligible for both Medicare and Medicaid. 

The HCFA's Group Health Plan (GHP) file contains identifying dataand enrollment information, 
including a Medicaid indicator, on beneficiaries enrolled in and receiving Medicare covered 
servicesfrom group health plans. The GHP is updatedfrom the Enrollment Databaseto reflect 
any new information. 

OBJECTIVE, SCOPE,AND METHODOLOGY 

Our audit was conducted in accordancewith generallyacceptedgovernmentauditing standards. 
The objective was to determine if enhancedMedicare paymentsmade to PacifiCare were 
appropriate for beneficiaries classified asMedicaid special status. 

Our review of internal controls at PacifiCare was limited to evaluating controls and procedures 
relatedto the enrollment of new members. We did not evaluatethe adequacyof the internal 
controls in HCFA's data systems. 
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As part of our review, we: 

constructed a databaseof all enhancedMedicare paymentsmade to PacifiCare for 
Medicaid special statusbeneficiaries for whom the Statedid not buy-in to 
Medicare Part B for the period January1,1995 through December 31, 1998; 

requestedMedicaid eligibility verification from the California Department of 
Health Services' Eligibility Branch (Eligibility Branch) for eachbeneficiary for 
eachmonth for which a paymentwas made; 

eliminated from our databaseall paymentsmade for beneficiaries who were 
eligible for Medicaid according to the Eligibility Branch during the month for 
which the payment was made; 

reviewed PacifiCare's enrollment recordsof eachbeneficiary that was not eligible 
for Medicaid according to the Eligibility Branch for one or more months for 
which a payment was made; and 

calculatedthe overpayment. 

Our audit was conducted from April through November2000 with field work performed at our 
agency's Health Care Financing Audits Division in Baltimore, Maryland; PacifiCare's offices in 
Cypress,California; and at the Eligibility Branch in Sacramento,California. 

We found that the Medicare program overpaid PacifiCare$1,438,782 for PacifiCare members 
who were incorrectly classified as Medicaid specialstatusMedicare beneficiaries during the 
period January 1, 1995 through December31, 1998. 

MEDICAID SPECIAL STATUS 

There are two ways to have a beneficiary placed on the GHP database as having Medicaid 

specialstatus: 

The first method of establishing Medicaid statusoccurs automatically when a 
State Medicaid program pays (buys-in) the Part B Medicare premium of a 
Medicaid recipient who is also eligible for Medicare. The TPMF records this 

transaction. 
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The secondmethod of establishing Medicaid special status occurs when an 
HMO notifies HCF A that it has enrolled a Medicare beneficiary who is also 
eligible for Medicaid. The HCF A then addsthe beneficiary to the GHP data 
base. 

The Medicaid special status of beneficiaries whose eligibility is established under the second 
method will not changeunless the HMO notifies HCFA that the beneficiary is ineligible. 
Becauseof this, the GHP database may include beneficiaries whose Medicaid status was 
determined under the secondmethod. 

SPECIAL STATUS POPULATION 

During the period of our review, PacifiCare had approximately 28,000 beneficiaries classified as 
Medicaid special status. This population includes thosebeneficiariesenrolled in Foundation 
HealthPlan (FHP) which was acquired by PacifiCare in 1997. We identified from this 
population 380 beneficiaries for whom the Statedid not buy-in to Medicare Part B. We reviewed 
the Medicaid eligibility for the 380 beneficiaries for whom PacifiCare received 6,657 enhanced 
monthly Medicare payments. 

Our audit disclosed 77 percent (5,167) of those paymentswere made for beneficiaries who were 
incorrectly classified as Medicaid special status for the month of the payment. We determined 
that, asa result of the beneficiaries being incorrectly classified as Medicaid special status, 
PacifiCare was overpaid a total of$1,438,782 during the audit period. 

PAYMENT ERRORS 

The following are examplesof the types of errors disclosed by our audit. 

For one beneficiary, 36 paymentswere madeto PacifiCare during our audit 
period. However, according to the StateMedicaid Eligibility Branch, the 
beneficiary was not eligible for Medicaid during any of the 36 months. The total 
overpaymentfor this beneficiary was $7,807. 

Another beneficiary was eligible for Medicaid for only a portion of the period 
during which paymentswere made. In this case,36 paymentswere also made. 
However, the StateMedicaid Eligibility Branch indicated that the beneficiary was 
not eligible during the first 10 months, resulting in overpaymentsof $2,661. 

In a third case,paymentswere made for Januarythrough June and October 
through December 1996. The beneficiary was not eligible in March, June and 
December,resulting in three overpaymentstotaling $689. 
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In all cases,the errors identified were paymentsmade to PacifiCare on behalf of beneficiaries 
who were not eligible for Medicaid. We discussedthe eligibility problem with PacifiCare in an 
effort to determine how the beneficiaries became incorrectly classified and who was responsible 
for ensuring the correct classification of the beneficiaries. We reviewed PacifiCare's enrollment 
processfor Medicare beneficiaries to seewhat impact it had on the classification of beneficiaries 
as Medicaid special status. We found no evidence that PacifiCare had taken any action to initiate 
Medicaid special status for beneficiaries during our audit period. PacifiCare officials informed 
us that they relied entirely upon HCFA to inform them when one of their enrollees became 
classified as Medicaid special status. 

HCFA POLICY ON ADJUSTMENTS 

HCFA has an administrative policy limiting adjustments on HMO paymentsto 3 yearspreceding 
the month in which notification was made of the need for an adjustment. Therefore, although we 
are reporting the full amountof the overpaymentmade during the audit period, we are limiting 
our recommendationfor paymentadjustmentsto the period that falls within HCFA's policy 
limits. We notified PacifiCare in the November 2000 draft report of the need for adjustments. 
PacifiCare did not dispute our finding. We considerthis constructive notification ofHCF A that 
adjustmentswere needed. Under HCFA's policy, adjustmentscan be made for 2,444 
overpaymentsmade during the period of October 1997through December 1998. The adjustment 
for this period totals $720,858. 

RECOMMENDATIONS 

We recommend that PacifiCare coordinate with HCFA to: 

Refund $720,858 for the 2,444 overpaymentsidentified; 

2. Identify and processadjustmentsfor inappropriate Medicaid special statuspayments 
subsequentto our audit period; and 

3. Ensurethe removal of incorrect indicators for Medicaid special statusbeneficiaries from 
HCFA's paymentsystem. 

PACIFICARE'S COMMENTS 

In responseto our draft report, PacifiCare did not dispute the audit finding. PacifiCare stated that 
it relied on HCFA to provide the correct Medicaid status. PacifiCare also indicated that it would 
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cooperatefully with any actions initiated by HCFA to meet our recommendations. PacifiCare's 
responsehas beenincluded in its entirety in the APPENDIX to this report. 

* * * * 

Final determinationsasto actions taken on all matters reported will be made by the HHS office 
namedbelow. We requestthat you respondto that office within 30 days from the date of this 
letter. Your responseshould presentany comments or additional information that you believe 
may have a bearing on the final determination. 

Sincerely, 

Lori A. Ahlstrand 
Regional InspectorGeneral 

for Audit Services 
Direct Reply to: 

Director, Office of Managed Care 
Health Care Financing Administration, HHS 
7500 Security Boulevard, Room 33-02-01 
Baltimore, Maryland 21244-1850 



APPENDIX 



APP,ENDIX 
Page 1 of 2 

PacifiCare~ 
HealthSystems 

3120 I..akeCenter Drive 
.SantaAna, California 92704-6917 
Tel (714) 825-5200January5, 2001 

LawrenceFrelot 
RegionalInspectorGeneralfor Audit Services 
RegionIX Office of InspectorGeneral 
Departmentof HealthandHumanService 
50UnitedNationsPlaza,Rm. 171 
SanFrancisco,CA 94102-4912 

CIN-A-O9-00-00103 "Audit of Medicare PaymentsMade to PacifiCare of California for 
Medicaid Special Status Beneficialjes for the Period January1, 1-995through December 
31 1998", 

DearMr. Frelot: 

This is in responseto the November 20,2000 requestfrom the Office of Inspector General for 
the Departmentof Health and Human Services(the OIG) to provide comments on the Draft 
Audit Report on Medicare PaymentsMade to PacifiCare of California for Medicaid Special 
StatusBeneficiaries for the Period January1, 1995 through December20, 1998,(CIN-A-09-00-
00103)(the "Draft Report"). 

The auditors reviewe9 Medicaid eligibili"ty for 380 beneficiaries for whom PacifiCare of 
California ("PacifiCare") received enhancedmonthly paymentsfor the period January 1, 1995 
through December1998, and identified anoverpaymenttotaling $ 1,438,782 for members who 
were incorrectly classified as Medicaid specialstatusMedicare beneficiaries. 

TheDraft Reportidentifiesthreerecommendationsfor addressingtheoverpayment.The GIG's 
recommendationsarerestatedbelowalongwith PacifiCar~'sresponses: 

Werecommendthat PacifiCare coordinate with HCF A to process adjustment totaling 
$1,438,782forthe 5, 167 overpayments. 

1 

Response: PacifiCare does not dispute the audit findings regardingthe overpayment. However, 
PacifiCare notesthat the Health Care Financing Administration (RtF A) will have to make the 
paymentadjustmentsto offset/recover the overpaymentsfrom moniesdue PacifiCare. PacifiCare 
will cooperatefully with HCFA to facilitate payment adjustmentsin accordancewith the terms 
of itscontract. 

2 Werecommendthat PacijiCare coordinate with HCF A to identify and process 
adjustmentsfor inappropriate Medicare special statuspaymentssubsequentto the audit 

period. 

RE:




APPENDIX 
Page2 of2 

Page2 of2 
January5,2001Letterto Mr. LawrenceFrelot 

Response: PacifiCare, as a Medicare+Choice (M+C) organization, relies upon HCFA to 
provid.eMedicaid eligibility status for enrolled Medicare beneficiaries. PacifiCare has no way to 
identify which Medicare beneficiaries have been incorrectly reported by HCFA subsequentto the 
audit period. Once HCFA provides the correctedstatus,PacifiCare will update its systems. 

3. Werecommend that PacifiCare coordinate with HCF A to ensurethe removal of 
incorrect indicators for Medicaid special status beneficiariesfrom HCFA 's payment 

system. 

Response: As noted above and as noted in the Draft Report, PacifiCare r~lies upon HCF A to 
provide and updateMedicaid statuschanges. By way of background, StateAgencies report 
Medicaid eligibility to HCFA through the State"buy-in" program. Payment of the Part B 
premium by StateAgencies is recorded in the HCFA Third Party Master File. The HCFA Group 
Health Plan (GHP) file contains identifying dataand enrollment information, including a 
Medicaid indicator, on beneficiaries enrolled in and receiving Medicare covered services from 
M+C organizations. The GHP is updatedmonthly from the Third Party Master File to reflect 
any.newinformation. Through the monthly updateprocess,HCFA passesMedicaid eligibility t6 
theM+C organizations and payment is madeat the Medicaid rate cell. At this time, due to 
limitation of the GHP system, PacifiCare hasno viable way to coordinate with HCFA to'remove 
incorrect indicators for Medicaid specialstatusbeneficiaries from HCFA's payment system. 
HCFA has advised M+C organizations thatthe Medicaid statusindicator in the GHP system is 
updatedregularly, which should reduc~ inappropriatepayments. 

PacifiCare would like to thank the OIG for granting an extensionto respondto the Draft Report. 
If you should have any questions regardingthe above, pleasedo not hesitateto contact the 
undersigI:Jedat (714) 825-5464. 

Sincerely, { i n (h 

k uJ--f~ oy~urz_-~
-f~ ~-( DebraLogan 
.\ Corporate Director 

I Membership Accounting Services 


